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Speculative Industrial Building 


Building ‘“‘on spec” is helping to strengthen the New England economy. Con- 
struction of industrial plants before a tenant has been located is one of the new 
development techniques being used by New England community development 
groups. It provides modern, single-story manufacturing space in uncongested areas 
with room for expansion. By helping replace older and less efficient plants, specu- 
lative industrial buildings assist New England manufacturers to carry out produc- 
tion and distribution more effectively. 

Immediate availability of a modern plant serves as a too] to help attract firms 
which hire additional workers. Speculative buildings are generally placed in com- 
munities with a great deal of old factories which have the labor force and all other 
factors needed to support most types of manufacturing operations except modern 
industrial space. 

Fourteen community development groups in New England have completed 19 
speculative industrial buildings. Two additional 40,000-square-foot plants are under 
construction in Warwick, Rhode Island, and Portland, Maine. 

The 19 completed plants cost $4,552,150 and contain a total of 677,200 square 
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feet of space. In response to needs of tenants, 
some 306,000 square feet of space has already 
been added, providing a total of nearly 1 million 
square feet of modern manufacturing space. 

The frequency of community groups putting 
up plants on speculation is accelerating, as in- 
dicated in the accompanying chart. The first one 
was completed in Manchester, N. H., in 1948. 
Seven have been completed in 1959. The 
amount of money put into speculative building 
has also risen in the past three years. The three 
completed in 1957 cost about $900,000, as did 
the four finished in 1958. Over $1.5 million have 
been invested. 

While the amount of square feet of new man- 
ufacturing space provided by speculative plants 
accounted for only about 2 percent of the total 
amount of new space planned for New England 
in 1959, the proportion is rising. Ten of the 19 
completed plants are now occupied. These 10 
plants provide employment for 2,475 persons. 


Length of Vacancies 

The length of time between completion and 
sale or lease of the plants that are now occupied 
ranged from 0 to 24 months. Some were sold 
or leased before they were completed, and some- 
times the original plants or plans were modified 
to meet the specifications of the tenant. 

The nine plants that are awaiting occupancy 
have been on the market from | to 21 months. 
Six are completed buildings and three are shells. 

There do not appear to be any significant dif- 
ferences in the plants occupied and those await- 
ing occupancy. The occupied plants averaged 
39,000 square feet and the unoccupied ones 
38,000 square feet. The six fully completed 
plants that are awaiting occupancy cost an aver- 
age of $8.55 per square foot, compared to an 
average cost of $6.63 per square foot for the 10 
plants that are occupied. These figures include 
the raw land and site development costs allocated 
to the plants as well as the building costs. Con- 
struction costs have risen in recent years, account- 
ing for part of the difference. 

The main differences between the occupied 
and vacant speculative plants relate to the com- 
munities in which they are located—such matters 
as general location of the community; availabil- 
ity, cost and frequency of transportation service; 
and size and skills of the local labor force. The 
nine vacant speculative buildings are not lo- 
cated in the areas of heaviest demand for new 
industrial space in New England. 


Shell vs. Turnkey Plant 
There are two schools of thought concerning 
the stage to which construction should be car- 
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ried. One group believes that only a “shell” 
should be constructed, with completion of the 
plant awaiting a definite tenant so that the build- 
ing can be finished to his specifications. Ideas 
vary as to what constitutes a shell. Some think 
that little more than a roof and two or three 
walls should be put up. Other shell advocates 
would put up walls and roof and leave uncom- 
pleted such items as flooring and plumbing. 

A second school advocates having a plant com- 
plete in practically every respect so that all a 
manufacturer has to do is turn the key in the 
door and the plant is ready to operate. This 
isn’t literally true, of course, because even the 
most avid followers of the “turnkey” plant school 
will only run electrical connections to the plant 
and leave the choice of power wiring and a few 
other minor matters up to the occupant. 

A shell building can tailor its heating, plumb- 
ing, loading docks, wiring, office, toilet and other 
facilities to the needs of a particular manufac- 
turer. There is no need to tear out floors, walls, 
partitions and other features that might be in 
place in a turnkey building to meet the needs 
of an occupant. Initially the shell plant also re- 
quires less money to construct, of course, with 
accompanying lower interest payments on any 
funds borrowed until occupancy. 

On the other hand, a turnkey plant has some 
advantages over a shell building. A manufacturer 
needing space quickly can move in almost im- 
mediately, will know exactly when he can move 
in, and will know exactly what the price will be. 
In addition, a manufacturer will not have to 
spend any time on construction details. 

From the viewpoint of the sponsoring group, 
the turnkey building allows better control over 
the over-all site development and type of con- 
struction. There is also a good possibility of 
putting up a turnkey building at a lower total 
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cost if no major alterations are required to suit 
the tenant. A turnkey building also gives the 
sponsoring group some possible promotional ad- 
vantages. It is generally easier to glamourize 
and merchandise a turnkey than a shell build- 
ing. In addition, a group with an immediately 
available building can appeal to those manufac- 
turers who insist on seeing the final product be- 
fore they will even consider a building. 

There is no simple or clear-cut answer to the 
question, “Shall we construct a shell or turnkey 
building?” It is up to the sponsors to make a 
thorough study of the local situation, balance 
off the advantages of shell plants vis-a-vis those 
of turnkey buildings in relation to all other 
factors, and decide which type is likely to be 
most appropriate in the circumstances. 

Most of the speculative industrial buildings 
in New England have been turnkey plants rather 
than shells. Costs have averaged a little under 
$5 per square foot for the four shells, and about 
$7.25 per square foot for the 15 turnkeys. 


Location Factors 

The main reason the concerns decided to take 
the 10 presently occupied speculative buildings 
was the immediate availability of modern indus- 
trial space. Every one of the manufacturers men- 
tioned this as an important factor in its location 
decision. ‘Two or three firms indicated that 
other important factors were the size and skills 
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Financed by Community Development Groups 





No. Bldg. Area Cost Per® 
Community Bldgs. (Square Feet) Square Foot 
Available 


Turnkey Buildings 


Burlington, Vt. #2. . 1 24,100 $9.58 
Dover, N. H.... : 1 38,000 8.55 
Fall River, Mass. #2 1 40,000 9.13 
Gardner, Mass.. . 1 38,700 6.85 
Hooksett, N. H... 1 38,000 8.55 
Whitefield, N. H. 1 30,000 6.83 
Totals... .. 6 208,800 
Shell Buildings 
Rutland, Vt......... oN 38,000 $2.87 
Waterville, Me.......... 1 30,000 3.54 
Woonsocket, R. |. # a9 40,500 5.35 
Totals 3 108,500 
Occupied 
Turnkey Buildings 
Burlington, Vt. #1....... 1 39,000 $7.25 
Fall River, Mass. #1...... 1 37,400 8.13 
eS See 1 38,000 7.84 
Kezar Falls, Me.......... 1 9,000 5.82 
ewistan, Mes. soc ccsc. a 44,100 5.50 
Lowell, Mass. ia sae. ae 120,000 5.78 
Manchester, N.H....... 1 34,000 7.65 
) | ee ee 321,500 
Shell Buildings 
Woonsocket, R.1.#1..... 1 38,420 $7.00 
GRAND TOTAL..... 19 677,230 


*Approximate cost of building, land and site development per square foot of 
building space. 
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of the local labor force; the attitude of the labor 
force and the community in general; and the 
specific location of the plant, which included 
such matters as access to good transportation 
facilities, lack of congestion, freedom from dust 
and dirt, and availability of services. 

New England is providing a favorable loca- 
tion for speculative building because most of 
the region’s communities have a labor force that 
has been trained in manufacturing operations. 
They also have the municipal and other support- 
ing services required by manufacturers. A spec- 
ulative industrial building simply provides a 
missing ingredient needed to make many New 
England communities attractive to industry. 
Lowell, for example, had over 5 million square 
feet of vacant industrial space in older, multi- 
storied buildings when it constructed its three 
speculative plants, but each of the speculative 
buildings had a tenant before it was completed. 
Fall River also has a large amount of vacant 
older space, but its first speculative building was 
leased to Minneapolis-Honeywell within two 
months of completion. 


Would You Do It Again? 


All of the community development groups 
with experience heartily endorsed the specula- 
tive building concept, even those with buildings 
that have been vacant several months. None said 
that it should not have put up a speculative 
building. Most groups indicated that they 
would build additional plants on speculation 
as they received funds from their existing plants 
and other factors were ripe for new plant space. 

Most of the recommendations for changes 
were along more detailed lines: 
> Provide for larger land/plant ratio 
> Plan for better landscaping, driveways, park- 
ing lots and sidewalks 
Select a site with municipal services 
Undertake better promotional efforts 
Trim up exterior to glamourize plant 
Place plant closer to main highway 
Don’t put pipes in floor 
Use less glass 
Keep ceiling height below 16 feet 
Don’t install heating plant until tenant is 
obtained 
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Appraisal 

Advantages to Manufacturers — Speculative in- 
dustrial buildings relieve manufacturers of all 
the detailed work involved in real estate ac- 
quisition, rezoning, arranging for municipal and 
other services and utilities, and dealing with 
architects, lawyers, engineers, and contractors. 
The availability of speculative buildings also 
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permits manufacturers to see almost exactly what 
a plant will look like, without working up speci- 
fications and layouts. 

Speculative buildings also provide modern 
space quickly for manufacturers who unexpect- 
edly get a large contract or for some other rea- 
son need space in a hurry. They enable manu- 
facturers to know exactly when they can move 
in and exactly what the cost will be. 

It is often possible for a community develop- 
ment group to construct a speculative building 
at a lower cost than a plant built to specifica- 
tions. It can be erected at a time when con- 
struction crews are not busy and therefore there 
is no rush or overtime which tends to run costs 
up. The contractor may even be willing to 
shave his usual profit margin to keep a work 
crew intact and demonstrate his community de- 
velopment spirit. The public interest aspect is 
also likely to cut costs of architect, legal, finan- 
cial, real estate brokerage and other fees. Land 
acquisition costs can be kept down when a pros- 
pect is not actively bidding for a particular site. 

Another feature of speculative buildings that 
appeals to manufacturers is that they provide 
evidence of a community’s desire for industry. 

Advantages to the Community—From the com- 
munity’s point of view, the main reasons for 
constructing speculative plants are to increase 
manufacturing payrolls, broaden the tax base, 
and hopetully provide a surplus of municipal 
revenue over expenses. 

Speculative buildings help communities get 
manufacturers to consider their merits. Many 
New England communities have found that they 
were not able to get manufacturers planning an 
expansion to even look at them until they had 
modern industrial space that they could offer 
for immediate occupancy. A large proportion of 
communities desiring industry have a develop- 
ment corporation with funds, or some type of 
program by which they can raise funds, to build 
a plant to the specifications of a manufacturer. 
Some manufacturers will no longer even con- 
sider such proposals, but will only investigate 
communities with ready-built plants. 

There is evidence of important side effects for 
a community having a speculative industrial 
plant, even if the building itself is vacant. Some 
communities have been able to get manufactur- 
ers to consider them mainly because they have 
a plant. Even though the particular plant or 
site did not meet the needs of a manufacturer, 
the group was able to help him locate elsewhere 
in the general area after having a chance to 
spell out the advantages of the area. 

Several community development groups that 
have built speculative buildings in a planned 
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industrial park have sold sites in the park to 
concerns which have financed their own new 
plants. Another important side effect has been 
the subsequent expansion of firms located in the 
speculative buildings. Six of the first 10 specula- 
tive buildings have already been expanded. 

Speculative industrial buildings have consider- 
able merit for an area with a suitable pool of 
trained workers and with supporting municipal 
and utility facilities that will enable a new man- 
ufacturer to be absorbed without undue strain. 
The community should also need modern man- 
ufacturing space, and have suitable sites with 
water and municipal services available at reason- 
able prices. 

Risks—There are several risks to be considered 
in use of this technique. One risk is some loss 
of capital invested in a new plant. In addition 
there is a definite possibility of tying up capital 
in a new plant for a year or two and paying in- 
terest on this while the plant is unoccupied. This 
cost should be planned for in the early stages, 
however, because it is unrealistic to expect to 
sell a plant as soon as it is built. 

Pressure to obtain a tenant quickly may lead 
to accepting one that does not meet the original 
specifications of the community development 
group. Or it may cause some loss of capital if a 
plant is sold at less than cost, in effect subsidiz- 
ing industry. The sponsoring group also runs 
the risk of alienating public support for its de- 
velopment eflorts if the general public is not 
informed on the program’s aims and risks. 

Conclusions—Speculative buildings have begun 
to play a role in industrial development activi- 
ties and may well play a more important role 
in the future. They are just one additional in- 
dustrial development technique, but they have 
the advantage of making modern industrial 
space immediately available for manufacturers. 

New England has not had a sufficient number 
of speculative industrial buildings through a 
full course of the business cycle to permit a final 
evaluation of this industrial development tool. 

Constructing a plant on speculation has risks 
as well as merits, and each group considering 
the concept must make a careful study of its own 
circumstances at the particular time. If it de- 
cides to go ahead, it should ascertain and plan 
to attract the type of manufacturer that can 
make maximum use of the area’s assets and be 
most advantageous to the community. 





Tables showing details on plant size, dimensions, 
costs, height, column spacing, type of roof and walls, 
site development costs, etc., of speculative industrial 
buildings may be obtained from the research de- 
partment of the Federal Reserve Bank of Boston. 
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REVIEW OF THE THIRD QUARTER: 


Business Maintains Upward Momentum 


Economic activity in New England during the 
third quarter of 1959 averaged out rather well 
considering some of the handicaps and uncer- 
tainties which it encountered. 

Strength in the regional economy resulted 
from diverse influences which were operating 
during the period. Some influences imparted 
added vigor; some induced weakness. 

Providing strength was the underlying trend 
of recovery from the 1957-58 recession and its 
extension into new cyclical growth. Threats to 
stability of operations and future planning arose 
from strikes by steelworkers and others. 

The cyclical trend of recovery and growth was 
about 15 months old but still vigorous at mid- 
year. Production, the flow of new orders, man- 
hours of labor, and incomes had shown steady 
improvement. The percentage gain in non- 
agricultural employment over a year earlier had 
been rising month after month. Department 
store sales were regularly exceeding those of a 
year earlier. Surveys of consumer attitudes and 
business capital spending plans disclosed buoy- 
ant sentiment. 

Some of this increased activity prior to mid- 
year was certainly attributable to apprehension 
and preparation for a possible strike in the steel 
industry, just as some of the later decreased ac- 
tivity is clearly due to the actual strike. For- 
tunately the cyclical uptrend was so strong at 
midyear that its momentum provided an uplift 
through the third quarter, even though its pre- 
cise measurement became clouded by the inter- 
vention of other influences. 

The impact of the summer season upon New 
England business activity is considerable. The 
net effect is not so much a lull as a shifting pat- 
tern of activity. There are shifts from schools 
to summer camps, farms and fill-in vacation 
jobs; slight net shifts away from some hard goods 
industries and towards some soft goods indus- 
tries whose products are subject to seasonal 
change; shifts directed to out-of-doors activities; 
and shifts from urban scenes to beaches, woods 
and mountains. Some of these shifts measure 
up to an established pattern, while others are as 
unpredictable as the weather which attends 
them. Many merchants and resort operators 
felt that the summer of 1959 brought an unusual 
maldistribution of hot and cool, wet and dry, 
weather which was detrimental to their business. 
Also the late date for Labor Day retarded the 
customary autumn rise in retail sales. 
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New England shared in the national concern 
over the steelworkers’ strike. As the third 
quarter closed with no settlement attained, ap- 
prehension was mounting but dislocation to the 
regional economy had been providentially slight. 
At New England’s handful of relatively small 
steel making plants only about 5,000 workers 
were directly involved, with a heavy concentra- 
tion in the Worcester area. Foresight had in- 
duced extensive stockpiling at steel using plants 
and warehouses, so that layoffs of workers be- 
cause of exhausted steel supplies were slow in 
accumulating and were relatively few in number 
in comparison with the national picture. Mer- 
chants were generally unable to detect much of 
a drop in retail trade which could be attributed 
to strike-impaired incomes. The drop in freight 
trafic for New England railroads was trifling 
compared with the severe drop experienced by 
the nation’s railroads at large. All in all, the 
strike was only an annoying handicap for New 
England through September 30, but it posed an 
ominous threat of uncertainty for the future. 

Because credit demands were still high rela- 
tive to supplies of funds, the quarter featured a 
further increase in already high interest rates. 
The rapid rise in consumer credit was reminis- 
cent of 1955. Commercial and industrial loan 
volume increased despite a contraction in inven- 
tories. Mortgage and Treasury demands for funds 
continued strong. Long-term corporate and 
municipal security offerings, however, were some- 
what less. 

The commercial bank rate for prime business 
loans rose to 5 percent. Three-month Treasury 
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bills yielded over 4 percent for the first time in 
over 25 years. A statutory rate ceiling of 414 
percent virtually precluded the issuing of new 
long-term Treasury bonds. Comparable increases 
occurred in other interest rates and bond yields. 
Federal Reserve Bank discount rates were raised 
to 4 percent for the first time since 1930. 

The interplay of these several influences upon 
the different segments of the New England econ- 
omy during the third quarter produced a con- 
fusing web of effects. Whether the net effect be- 
tokens the repressing and deferring of fresh 
economic growth, or the initial fatigue in the 
recent cyclical upturn is open to question. One 
observation is clear, however, that New England 
was fortunate in being able to maintain rela- 
tively more stability in its activities than were 
some other sections of the nation. 

This bank’s seasonally adjusted index of New 
England manufacturing production recorded 
no change from June to July and dropped by 
only one point in August. The index in the 
latter month was only | percent less than in 
June and was 12 percent higher than in August 
1958. The comparable national index com- 
menced to decline in July, and its August value 
was 3 percent less than in June and 11 percent 
higher than in August 1958, 

Even in September about half of a reporting 
sample of New England purchasing agents 
found the trends of production and new orders 
to be upward. Ina national sample the portion 
reporting such upward trends had declined to 
less than 30 percent. 

Other measures of over-all business activity in 
New England continued to reflect a favorable 
condition during the summer. Electric power 
output was greater during each week of the 
quarter than during the like 1958 week, by 
differences which ranged from 2 to 18 percent. 
New business incorporations in the six states 
during the third quarter were up by 12 percent 
from a year earlier. Business failures were down 
by 2 percent. 

The impact of the strike on railroads was 
much more severe nationally than in this region. 
Nationally, the number of originating freight 
carloadings, compared with a year earlier, was 
up 17 percent for the eight weeks preceding 
the commencement of the strike, but down 14 
percent for the eight weeks following the com- 
mencement. Comparable relationships for the 
seven railroads which serve New England were 
only plus 2.2 percent before, and only minus 
4.5 percent after the strike date. 

New England nonagricultural employment, 
following its seasonal pattern, declined in July 
(but less than a year ago), and rose in August 
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(also less than a year ago). The July decline was 
widespread in manufacturing industries, while 
the August rise was primarily in nondurable 
goods manufacturing. For mid-August, total 
nonfarm employment was 2.3 percent greater 
than a year ago. 

Improving employment conditions since the 
recession have been quite general throughout 
the region. In no major labor market area does 
unemployment reach 9 percent of the labor 
force. Only in the metropolitan Worcester area 
was nonagricultural employment in mid-August 
less than a year ago, and that condition existed 
only because of the concentration there of strik- 
ing members of the steelworkers’ union. 

In August average factory workweeks were 
generally longer than a year ago, except in 
Maine. With a gradual upward creep in aver- 
age hourly earnings, this has meant generally 
higher weekly earnings. The index of production- 
worker man-hours declined in July, but regained 
part of the drop in August to reach a value of 
88.5 as compared to a value of 80.8 in August 
1958. 


Durable Goods Manufacturing 

The metals industries naturally felt the first 
and greatest impact from the steelworkers’ strike. 
Under these particular circumstances, New Eng- 
land’s position is fortunate, because the modest 
extent of her steelmaking capacity rendered the 
direct impact of the strike relatively slight. Not 
all of the New England members of the United 
Steelworkers Union had contract termination 
dates coincident with the strike, and much of 
the direct impact was localized to the Worcester 
and surrounding area. From mid-July to mid- 
August, New England’s total employment in 
primary metals industries dropped by only 2,100 
workers or 3.5 percent. In the nationwide pic- 
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ture there was a net drop of 422,700 primary 
metals workers, or 50 percent, over the same 
period. Moreover, from August 1958 New Eng- 
land employment in the industry had a net gain. 
Of course, the picture was expected to worsen in 
September and succeeding months, as long as the 
strike might last. 

Most of the larger local steel users were fore- 
sighted enough to have accumulated large in- 
ventories in anticipation of the strike. Also the 
steel warehouses which were not closed down are 
reported to have made judicious allocations of 
their stocks among steel users to alleviate most 
urgent cases of shortages. Even so, the situation 
was deteriorating. By the end of the quarter, 
with the strike not yet settled, warehouses were 
beginning to run low on some fast-moving items, 
instances of forced conversion or substitution 
were appearing, and some smaller steel users 
were obliged to curtail operations. 

Foundries continued to operate an average 
of five days per week. There was no shortage 
of pig iron, with the region’s sole blast furnace 
operating at a low rate, and with some foreign 
pig iron coming into the market. The later 
strike in the copper industry posed another 
threat to metal users, but initial stocks appeared 
adequate to meet needs for some time. 

The electrical machinery industry could, in 
time, become adversely affected by a prolonged 
strike in the copper industry. Meanwhile, it 
continues to be one of New England’s largest, 
fastest-growing and most diversified industries. 
Plants which curtailed operations with exten- 
sive vacation schedules in July were rehiring on 
a large scale in August. Employment at the mid- 
dle of that month was 12 percent greater than 
a year earlier, and shortages were reported for 
capable engineers, technicians and_nimble- 
fingered assembly line workers. Although the 
bulk of the regional industry is still in Massa- 
chusetts, rapid expansion in employment has 
taken place during the past year in Rhode Island 
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and New Hampshire. Principal segments of the 
industry to show rapid recent growth have been 
those producing communications equipment 
and electronic components. 

The nonelectrical machinery industry has 
been relatively slow in recovering from the 
dearth of business which it experienced during 
the recession. Moreover, it might have been 
sorely inconvenienced by the steelworkers’ strike, 
had not the leading firms protected their opera- 
tions with ample supplies of steel. Aggregate 
employment at New England plants at mid- 
August was 7.5 percent greater than a year 
earlier, despite declines in July and August. 
New orders for machine cutting tools eased off 
in early summer, but a lower flow of shipments 
enabled order backlogs to build up. Manufac- 
turers of textile machinery have successfully 
taken advantage of the current boom in the tex- 
tile industry to induce mill owners to replace 
and modernize some of their equipment. Man- 
ufacturers of paper machinery have been less 
successful, since many of the paper manufactur- 
ers have recently completed programs for mod- 
ernization and expansion. A marked improve- 
ment in new orders has benefited producers of 
typewriters. 

Aggregate employment at New England plants 
manufacturing transportation equipment de- 
clined during July and August, although retain- 
ing a net gain from a year earlier. The current 
feature of strength in the industry was at the 
region’s shipyards where large projects on naval 
vessels and oil tankers called for sizable expan- 
sion of work forces. Continuity of this brisk ac- 
tivity, however, was under some threat because 
of an expired labor-management contract and 
because of the uncertainty of future steel ship- 
ments. Activity in automobile assemblies was 
interrupted by the model changeover period. 
Employment at aircraft plants eased off further. 

Furniture plants enjoyed a good volume of 
business, and expanded their work forces in the 
latter part of the summer. Some firms, however, 
detected signs of rather high retail inventories 
and dwindling backlogs of orders, and looked 
towards the fall furniture shows for a better 
indication of trends. Sales were reported to be 
definitely slower in areas where strikes have im- 
paired incomes. 


Nondurable Goods Manufacturing 


After contracting work forces somewhat in 
July, largely for vacation shutdowns, nondurable 
goods industries in August accounted for prac- 
tically all of the region’s rise in nonagricultural 
employment. Some of them have been experienc- 
ing booms in their individual industry cycles. 
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Style and customs have created for some a sea- 
sonal pattern of intensified activity in the sum- 
mer months. Finally, the nature of their products 
renders them relatively 
shortages of steel. 

The long-suffering New England textile in- 
dustry continued to enjoy unaccustomed activity 
in the busiest of several recent years. Following 
the customary vacation period, mills ran full- 
time, order backlogs piled up, employment in- 
creased, prices rose, and profits improved. Gains 
in operations over a year ago continued through 
the third quarter, although there appeared to be 
some narrowing of the gains. Fears that produc- 
tion might again commence to outstrip consump- 
tion and build up burdensome inventories are 
yet to be confirmed. 

Practically all segments of the industry shared 
in this improved volume of business. Mill con- 
sumption of cotton continued to exceed that of 
comparable 1958 months, and gains were espe- 
cially strong in Maine and Rhode Island. The 
woolen and worsted mills were likewise espe- 
cially busy, although there was some slowdown 
in the third quarter as they completed seasonal 
runs and as the flow of reorders slowed. 

The. New England apparel business has en- 
joyed an excellent volume of business in 1959. 
Shops entered the fall production season with a 
good booking of orders and a low volume of in- 
ventories. Following the July vacation period, 
employment was increased to a peak in Septem- 
ber. However, some concern developed over the 
slowness of retail sales in late summer. Because 
of this factor as well as rising fabric costs and a 
ten cent hourly package wage increase granted to 
workers in August, apparel makers have become 
more cautious about their fabric commitments 
for next season. In addition, they are concerned 
over the rising volume of apparel imports from 
low-cost Oriental areas. 

The shoe and allied products industries have 
been experiencing one of their best years ever. 
A very good order volume dampened the extent 
of the customary spring layoffs, and work on fall 
and winter lines of shoes expanded staffs to an 
August peak 5.5 percent greater than a year ago. 
New England plants turned out 150 million pairs 
of footwear during the first eight months of the 
year, a gain of 14 percent over the output for 
the corresponding period of 1958. 

The industry expects fourth quarter business 
to equal that of a year ago. However, a late 
summer slowdown in retail sales and lagging 
reorders from merchants gave indication of some 
resistance to increased shoe prices. Consequently, 
both retailers and manufacturers were cautious 
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about advance commitments until it could be 
determined more clearly whether hide and 
leather prices might recede further from their 
recent high levels. 

Seasonal expansion in production in the re- 
gion’s jewelry manufacturing centers followed 
the July vacation shutdowns. As volume produc- 
tion of merchandise for fall and Christmas sell- 
ing got into full swing, workers were added, 
hours lengthened, and even short shifts added 
at some plants. Rising consumer incomes in- 
creased the demand for better quality jewelry 
items although volume was still concentrated in 
the low-priced costume jewelry lines. Manufac- 
turers entered their peak season with much better 
volume of orders booked than a year ago. Rising 
imports of jewelry items are causing some con- 
cern to the industry. 

Employment at New England rubber and 
plastics plants declined slightly in July, and 
then rose in August to a level nearly 7 percent 
above a year ago. Operations at some plants 
making rubber products were the busiest in 
years, tollowing strike-induced production losses 
in the spring. Meanwhile, production was being 
stepped up for plastic toys, games and novelties 
for the coming Christmas market. 

New England paper producers in general 
found good business during the third quarter, 
with evidence of further strengthening towards 
its close. Even producers of newsprint, whose 
operations frequently lag behind those in other 
branches of the industry, experienced a gradual 
pick-up in orders. Output and employment were 
above year-ago levels, prices reasonably stable, 
and wage rates established through next spring. 
Recent expenditures for new plant and machin- 
ery give the industry a measure of immunity 
from the effects of steel shortages. 


Nonmanufacturing Activities 
New England construction activity eased rela- 
tively during the summer from its earlier pace. 
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Employment during July and August was below 
that of a year ago. The same was true of the 
aggregate value of new contracts tabulated by 
F. W. Dodge Corporation, although the com- 
parison suffered from the inclusion of two un- 
usually large contracts in the August 1958 total. 
Comparisons with a year ago continued to be 
most favorable in the residential field, where 
cumulative contracts for eight months showed a 
29 percent gain despite a less easy mortgage 
market than that which stimulated 1958 home 
building. Also to be noted is the belated recov- 
ery in contracts for manufacturing buildings. 

Sales of New England’s department stores in 
the third quarter approximated those a year ago, 
but were about 3 percent less than during the 
record summer of 1956. 

On a departmental basis, sales of apparel fared 
well except during the hot weather of August, 
with slightly greater year-to-year gains occurring 
in sales of male clothing than of female. The 
late date for Labor Day moved some back-to- 
school clothing sales into September from Au- 
gust. Warmer than usual weather in September 
somewhat delayed buying of heavier-weight 
clothing. Sales of major appliances continued 
strong year-to-year gains and the pick-up in sales 
of the radio, phonograph and television depart- 
ments that started in June extended through the 
third quarter. Earlier strength in sales of floor 
coverings dissipated while sales of furniture 
weakened in August to about last year’s level. 
Basement store sales managed to equal year-ago 
levels during July and August. 

Inventories at the end of August were 8 per- 
cent higher than a year ago, reflecting desired 
restocking from the low levels held last year, and 
optimism regarding sales in the final quarter of 
this year. 

Total accounts receivable of reporting stores 
were 4 percent larger than a year ago with charge 
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accounts up 6 percent and instalment accounts 
up 2 percent. Collection ratios are as good or 
better than they were last year. 

Despite the declining relative importance of 
agriculture in the New England economy, it still 
provides employment for about 165,000 family 
and hired workers, and is steadily increasing its 
production efficiency through capital investment 
in machinery and equipment. Its dairymen were 
enabled to improve gross and net incomes as 
milk prices remained well above last year’s rela- 
tively favorable prices and as costs during the 
summer months dropped back to year-ago levels. 

An extreme squeeze on poultry incomes con- 
tinued as egg prices rallied only moderately from 
recent low levels and as broiler prices failed to 
benefit from the peak summer season consump- 
tion. Because of the long period of depressed 
prices, New England broiler production was de- 
clining, and by August was down 15-20 percent 
from a year earlier. 

In the Connecticut Valley, binder tobacco 
acreage was over 50 percent greater than in 1958, 
but still much reduced from earlier years, while 
shade grown tobacco acreage remained fairly 
steady. Massachusetts’ 1959 cranberry crop is 
estimated at 610,000 barrels, compared with a 
recent average of 558,000 barrels. The New Eng- 
land potato crop appears to be 3 percent smaller 
than in 1958. 

Food-fish landings at New England ports dur- 
ing the summer quarter were about | percent 
more than a year ago, the absence of September 
hurricanes this year preventing a worse com- 
parison. The scallop catch was quite plentiful. 
The Maine sardine pack was again less than 
average. Imports of foreign fish and fillets con- 
tinue to be heavy. 

Summer vacation business exceeded that of 
the 1958 season although the performance was 
erratic. Relative gains in guest night occupancies 
were 3 percent in July, 1 percent in August 
and 18 percent in September. Influencing these 
achievements were particularly bad weather in 
southern areas in early July, unfavorable weather 
throughout New England during the last week 
in August, and the late date for the 1959 Labor 
Day which shifted activity for that busy weekend 
entirely into September. Aside from overnight 
accommodations, increased vacation activity over 
the 1958 season was evidenced by attendance 
records at practically all types of tourist attrac- 
tions. Museums, art galleries, parks and forests, 
wildlife exhibits, scenic points, and especially 
the summer theatres and entertainment parks, 
experienced increases in patronage which point 
out the growing importance of leisure time and 
travel in the American economy. 








Rise in Capital Spending Plans 


Capital spending of New England manufac- 
turers this year reflects improvement in the re- 
gion’s business conditions. Increased sales have 
caused manufacturers to make estimates of 1959 
capital expenditures which are 13 percent higher 
than estimates made last spring. 

Both durable and nondurable goods producers 
have adjusted their spending upward for this 
year. About one-half of the manufacturers in 
each group reported that their actual sales this 
year have exceeded their spring expectations. 
Another one-third of each group indicated that 
sales had remained at the level expected at the 
beginning of the year. 

More than two-thirds of the manufacturers 
expect their sales to increase over present levels 
in 1960. However, capital outlays for next year 
are expected to be 2 percent less than this year. 

These estimates are based on reports from 160 
firms which were recently asked to reconsider the 
projections they made last spring. Total expend- 
itures were projected for each industry on the 
basis of the reports of these firms, which employ 
15 percent of the region’s production workers. 

The current survey reveals that New England 
manufacturers expect to reach $552 million in 
capital expenditures this year, a 15 percent in- 
crease over 1958 but still below the 1957 record 
of $780 million. 

The expected increase over 1958 is greater than 
the national gain. Total outlays for all United 
States manufacturers this year are expected to 
be 9 percent above last year, according to a sum- 
mer estimate made jointly by the United States 
Department of Commerce and the Securities and 
Exchange Commission. 

In New England nondurable goods producers 
have revised their spending plans sharply up- 
ward from the spring estimate. They now plan 
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to spend 17 percent more this year for capital 
outlays than in the 1958 recession year. Durable 
goods manufacturers also increased their esti- 
mates above their spring estimates, and they now 
plan to spend 14 percent more than last year. 

These increases involve additional outlays for 
both new plant construction and machinery and 
equipment. Expenditures for new plant are now 
28 percent greater in the soft goods and 9 per- 
cent greater in the hard goods sectors than esti- 
mated last spring. ‘Total expenditures for new 
plants, however, will still be slightly below the 
amount spent in 1958. Spending for new ma- 
chinery and equipment, on the other hand, will 
be 21 percent greater this year than last year. 

The original distribution of capital outlays 
between replacement and expansion was altered 
slightly. The durable goods industries increased 
replacement expenditures 4 percent, while the 
nondurable goods industries now plan to spend 
1 percent more for expansion. 


Causes of Increases 

Increased sales were the chief cause of the rise 
in capital outlays. Both sales and earnings have 
been better in the past three quarters than was 
expected last spring for almost one-half of the 
manufacturers surveyed. About 50 percent of 
the respondents expect sales to increase in the 
fourth quarter over present levels, and an addi- 
tional one-third of the manufacturers expect 
sales to remain at present levels. 

A greater proportion of manufacturers in du- 
rable goods industries expect sales to remain at 
present levels or to decrease in the next quarter 
than those in nondurable goods industries. This 
distribution of expectations may be attributable 
to the continued shutdown of the steel industry, 
which is likely to have a greater impact on du- 
rable goods producers. Another factor in the in- 
crease is reduction of excess capacity. Sixty-five 
percent of the manufacturers reported that they 
were operating at or above 80 percent of capacity. 
Less than 1 percent of the respondents were 
operating below 50 percent of capacity. Only 
3 percent of the soft goods producers were oper- 
ating below 70 percent of capacity. The hard 
goods sector, on the other hand, had about one- 
fifth of its plants operating below 70 percent. 


Industry Estimates 
Four important nondurable goods industries 
which expected increases in the spring now ex- 
pect the increase to exceed the earlier estimate. 
They are chemicals, shoes and leather, rubber, 
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and apparel. Each of them has raised its expendi- 
tures by more than 10 percentage points. 

Primary metal, nonelectrical machinery, and 
textile industries reported last spring that they 
expected to spend less on capital outlays this 
year than in 1958. Now they expect to increase 
their outlays over last year. Expenditures for 
new machinery and equipment, rather than for 
new plants, have been revised upward by these 
industries. 

The increase in textile outlays reflects a high 
rate of operation and the fact that sales have been 
better than was expected earlier. Seventy per- 
cent of the textile manufacturers reported that 
they were operating at 90 percent or more of 
capacity at present. The textile producers have 
shifted their expenditures more to replacement 
than to expansion this year as compared to their 
1958 spending. Replacement expenditures have 
increased from two-thirds of total expenditures 
in 1958 to three-fourths of the total this year. 

Although still expecting to spend less this 
year than in 1958, the printing industry has re- 
vised its estimate of 1959 capital expenditures 
upward by 38 percent over the spring estimate. 
The manufacturers in this industry were almost 
unanimous in expecting 1960 sales to increase. 

The food and transportation industries, on 
the other hand, expect an even greater decline 
in their capital expenditures this year than was 
reported in the spring survey. Four-fifths of the 
manufacturers in the food industry report that 
both sales and earnings have either been the same 
or less than their spring expectations. 

The transportation industry’s decline in ex- 
penditures is due to a reduction of 10 percent 
below the spring estimate in outlays for machin- 
ery and equipment. 


Di aac f 


for 1960 


Capital expenditure plans for 1960 are still 
being formulated. Developments in the re- 
mainder of 1959—influenced by the course of the 
steel strike—will be a determining factor in the 
spending decisions for next year. Of the firms 
willing to make commitments as to spending in 
1960, about an equal number expect increases 
and decreases over 1959 levels. 

More than two-thirds of the manufacturers re- 
ported that they expected sales to improve next 
year over present levels. Yet capital expenditures 
for New England manufacturers next year are 
predicted to be 2 percent less than in 1959. The 
nondurable goods industries, however, expect to 
increase their capital outlays by 5 percent over 
the amount spent this year. The durable goods 
industries, which are programming 10 percent 
less in capital outlays than this year, may be more 
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pessimistic than the nondurables group because 
of the shutdown of the steel industry. It should 
be noted that manufacturers have consistently 
understated their capital outlays during periods 
of business recovery throughout the postwar 
period. If sales expectations are realized for next 
year, actual capital expenditures will probably 
be greater than the level now expected. 

Although durable goods manufacturers are 
planning to reduce total expenditures next year, 
they expect to increase outlays for new plants 
by 26 percent. A large part of this increase is 
attributable to a twofold increase in new plant 
expenditure planned by the electrical machinery 
industry. 

Nondurable goods industries are planning to 
reduce new plant expenditures next year from 
the amount spent this year. Only the apparel 
and printing industries in the soft-goods group 
plan to spend more for plant construction next 
year. The expectation for all New England 
manufacturers is that new plant expenditures 
will be 5 percent greater next year. If manufac- 
turers continue to operate near full capacity 
throughout the remainder of this year, and if 
sales expectations for the future are realized, it 
can be expected that plans for new plant con- 
struction will be revised upward. 

The soft-goods sector now plans to increase 
expenditures for new machinery and equipment 
by 5 percent next year. The hard-goods sector, 
on the other hand, now foresees a 10 percent 
reduction in this type of expenditure in 1960. 
A large part of the reduction planned by the 
durable goods manufacturers for machinery and 
equipment expenditures is accounted for by the 
reductions planned in the primary metals and 
instrument industries. Yet the manufacturers 
in these two industries are quite optimistic about 
their sales next year. 
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MASSACHUSETTS NEW ENGLAND UNITED STATES 
MANUFACTURING INDEXES (1950-52 = 100) (1950-52 = 100) (1947-49 = 100) 





(seasonally adjusted) Sept.'59 Aug. '59 Sept.'58 | Sept.'59 Aug.'59 Sept.'58 | Sept.'59 Aug. '59 Sept. 58 


preliminary preliminary 
All Manufacturing 123 121 121 121 108 152 153r 139 
Primary Metals 74 72 94 88 89 64 67r tis 
Textiles 48 48 69 69 66 na. 121 103 
Shoes and Leather 116 129 126 125 118 n.d. n.d. 104 
Paper 108 111 126 126 119 na. 182 167 





1958 figures revised for Massachusetts and New England 








NEW ENGLAND UNITED STATES 
Percent Change from: Percent Change from: 


BANKING AND CREDIT Sept.’59 Aug.’59 Sept. 58 Sept.'59  Aug.'59 Sept. '58 


Commercial and Industrial Loans ($ millions) 1,404 1 n.d. 29,239 + 1 n.a. 
(Weekly Reporting Member Banks) 
Deposits ($ millions) 4,407 1 + 2 108,841 0 n.a. 
(Weekly Reporting Member Banks) 
Check Payments ($ millions) 8,234 + 7 215,938 4 
(Selected Cities) 
Consumer Installment Credit Outstanding 228 + 8 252 
(index, 1950-52 = 100) 
TRADE 
Department Store Sales + 3 
(index, seas. adj. 1947-49 100) 
Department Store Stocks + 5 
(index, seas. adj. 1947-49 = 100) 
EMPLOYMENT, PRICES, MAN-HOURS, & EARNINGS 
Nonagricultural Employment (thousands) 3,602 + 2 
Insured Unemployment (thousands) 91 —35 
(excl. R. R. and temporary programs) 
Consumer Prices 127.1 + 1 
(index, 1947-49 = 100) (Mass. ) 
Production-Worker Man-Hours 89.6 +7 
(index, 1950 = 100) 
Weekly Earnings in Manufacturing ($) 81.60 + 5 
OTHER INDICATORS (Mass. ) 
Construction Contract Awards ($ thous.) 
(3-mos. moving averages, July, Aug., Sept.) 
Total 168,093 _ 3,266,080 IS 
Residential 74,689 1,569,000 6 
Public Works 32,233 489,385 —13 
Electrical Energy Production 206.2 248.8 — 5 
(index, seas. adj. 1947-49 = 100)* 
Business Failures (number) 63 1,144 + 1 
New Business Incorporations (number) 809 14,592 + 2 


*Figure for last week of month r. = revised n.a. = not available 
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